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A special panel of the World Trade Organization (WTO) ordered the US to drop its import quota
on undergarments produced in Costa Rica. When the judgement becomes final, it will settle a
long-running dispute in which Costa Rica argued that the quota was a violation of free-trade rules
and was seriously damaging export earnings and foreign investment. In March 1995, the US set
an annual limit of 14.4 million dozen Costa Rican-made undergarments that could be sold in the
US market, claiming that the imports were harming the US clothing industry. During subsequent
negotiations on the issue, the US refused to lift the restriction but promised to increase the limit by
6% to 15.2 million dozen in 1996.
Later, the US suggested that the limit could eventually be increased to 30 million dozen, provided
that a majority of the garments were manufactured from US-made textiles. This figure is
approximately the quantity Costa Rica was exporting before the quota was imposed. Bilateral
negotiations faltered in December 1995, and Costa Rica then took the case to the WTO in Geneva
(see NotiSur , 02/01/96). The Trade Ministry said that since the quota was imposed, the annual 22%
growth in the industry fell off dramatically and that uncertainties created by the quota had inhibited
foreign investment. Throughout the dispute, Costa Rica took the position that, even with a much
larger quota, the restriction was inherently unfair because it would force Costa Rica's economic
policies to conform to US trade strategies.
Clothing is now Costa Rica's leading export product, earning US$800 million in 1995, ahead of
bananas (US$630 million) and coffee (US$400 million). But the US quota and proposed requirement
to force Costa Rican manufacturers to use US materials would give the US power to shut off future
growth and would place the industry in a permanent maquila role of assembling finished goods,
said trade officials. The WTO panel, composed of trade experts from Switzerland, South Africa, and
New Zealand, handed down a preliminary finding on Sept. 20 in favor of Costa Rica, but gave the
US until November to respond with additional arguments. On Nov. 8, the panel announced its final
ruling. The report, according to Costa Rican officials, was "very tough and forceful" in rejecting the
US position.
The panel found that the US had failed to support its contention that Costa Rican imports
were hurting domestic clothing manufacturers, and noted that at the time Costa Rican sales in
the US were rising by 22%, the US agreed to permit other countries to increase their exports
of undergarments by 478%. The panel's decision now moves to the WTO disputes resolution
committee for a final judgement. The US has not indicated whether it will appeal the decision.
However, the office of the US Trade Representative released a statement reaffirming the US
position on quotas and its view that this quota was consistent with the rules on textiles and clothing
approved in the Uruguay Round of trade talks. Following the WTO decision, government officials in
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Costa Rica expressed the belief that exports of the product would quickly return to previous levels of
growth and that foreign investment would now pick up.
Trade Minister Jose Rossi said that several large textile companies in the US had shown an interest
in investing. Among Costa Rican trade officials and industry leaders, there is now a growing
confidence that the WTO ruling will pave the way for manufacturers to purchase inputs at the
cheapest price from any supplier and to sell in any market. The ruling may have a significant impact
on other trade relations between the developed economies and exporters in developing countries.
In Rossi's view, the dispute was not just about quotas on undergarments but was a test case to
see whether the multilateral trade system managed by the WTO would protect the interests of
small countries and end decades of unilateral and unfair restrictions imposed by the US. Francisco
Chacon, foreign trade vice minister, called the verdict "historic" because it will end these "arbitrary"
trade practices.
Costa Rica has been successful in challenging other trade restrictions, particularly in the dispute
with the European Union over banana import quotas (see NotiSur, 06/08/95). The US has not
indicated whether it will appeal the ruling, but Costa Rican trade officials are optimistic that it will
abide by the decision. Anabelle Gonzalez, director of trade negotiations for the Trade Ministry,
said she doubted that the US would resist the WTO order, noting that the US has been a leading
proponent of settling trade disputes through the organization. Currently, 18 WTO panels are looking
into disputes at the behest of the US. Furthermore, the US has accepted judgements against it by
other WTO panels in disputes with Venezuela and Brazil. If there is no appeal, the verdict becomes
effective in January 1997. [Sources: La Republica (Costa Rica), 10/23/96; Inter Press Service, Agence
France-Presse, Reuter, 11/08/96; La Nacion, 10/22/96, 10/26/96, 11/09/96]
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